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Acceptances  in  Oar  Domestic  and 
International  Commerce^ 


By  Paul  M.  Warburg 
Chairman,  Executive  Committee,  American 
Acceptance  Council 

|~1HIS  is  the  third  time  you  have  honored  me 


with  an  invitation  to  address  a  Credit  Men's 


-"^  convention,  and  genuine,  indeed,  is  my  ap- 
preciation of  your  generous  willingness  to  listen  to 
me  again.  All  the  greater,  however,  has  been  my 
embarrassment  to  write  for  you  a  new  variation  to 
the  same  old  song,  and  to  find  a  tune  that  would 
not  sound  stale  to  such  patient  friends. 

Barely  a  year  ago  it  was  my  privilege  to  speak 
to  you  at  Chicago  on  the  topic  of  trade  acceptances, 
in  the  educational  propaganda  for  which,  from  the 
inception  of  the  movement,  your  Association  had 
taken  a  leading  part.  Since  then  the  Trade  Ac- 
ceptance Council  has  enlarged  its  name  and  scope 
into  the  "American  Acceptance  Council"  whose 
widened  field  of  activity  now  also  embraces  the 
''bankers  acceptance".  This  was  a  natural  evolu- 
tion and  followed  as  the  logical  consequence  of  our 
country's  increasing  interest  in  world  trade  and 

*An  address  before  the  National  Association  of  Credit 
Men,  Detroit,  Mich.,  June  10,  1919. 
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world  finance.  The  trade  acceptance,  in  its  most 
important  aspects,  relates  to  our  domestic  business ; 
the  bankers  acceptance  renders  its  primary  service 
in  financing  foreign  trade.  What  could  have  been 
more  timely,  therefore,  than  for  the  Trade  Accep- 
tance Council  to  adjust  its  gait  so  as  to  keep  step 
with  Uncle  Sam's  rapid  strides  into  foreign  fields? 

I  need  not  assure  you  that  this  new  departure 
could  not  possibly  imply  that  the  Council's  interest 
in  the  development  of  the  trade  acceptance  has 
lessened.  No  such  thought  could  occur  to  anyone 
conscious  of  the  fact  that  our  domestic  trade  com- 
mands a  position  of  vastly  greater  importance  than 
our  foreign  trade,  both  as  to  volume  and  character. 
The  enlarged  program  of  the  Council  simply  meant 
the  inclusion  of  the  bankers  acceptance  in  addition 
to,  not  in  substitution  of,  the  trade  acceptance,  and 
the  accession  to  the  old  Council  of  new  members 
chosen  from  among  the  most  prominent  experts  in 
foreign  banking  in  the  leading  financial  centers  of 
the  country.  The  Credit  Men's  Association  con- 
tinues to  be  represented  on  the  Council  by  your 
energetic  Secretary-Treasurer,  Mr.  Tregoe,  and  I 
feel  certain  that  in  its  wider  aspect  our  undertaking 
will  enlist  an  even  keener  interest  on  your  part  than 
in  the  past. 

The  Am,erican  Acceptance  Council,  upon  your 
invitation  and  in  anticipation  of  this  conference, 
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held  here  yesterday  an  all  day  session,  when  both 
the  trade  and  bankers  acceptance  were  carefully  dis- 
cussed in  highly  instructive  addresses  and  debates. 
Some  of  you  were  present  at  these  meetings,  and  to 
all  interested  the  speeches  will  be  made  available  in 
printed  form,  so  that  it  would  be  inadvisable  for 
me  now  to  go  into  a  detailed  discussion  of  the 
technique  of  the  acceptance  problem.  I  believe  that 
you  would  prefer  that  I  survey  the  field  in  broad 
outlines,  with  an  incidental  sketch  of  the  future 
plan  of  operation  of  the  Council. 

Trade  Acceptances 

I  shall  touch  only  slightly  upon  the  question  of 
trade  acceptances.  You  permitted  me  to  go  fully 
into  that  phase  of  the  question  about  a  year  ago, 
and  I  have  very  little  to  add;  except  that  nothing 
has  developed  to  alter  the  views  which  I  then  ex- 
pressed, and  that  quite  a  good  deal  has  happened  to 
confirm  them.  A  constantly  increasing  number  of 
merchants  testify  that  by  adopting  the  trade  ac- 
ceptance they  have  simplified  their  operations, 
strengthened  their  financial  security,  and  thereby 
their  general  ability  to  do  business.  It  is  true  that  a 
few  opponents  continue  an  antagonistic  propa- 
ganda, but  their  attitude  reminds  me  of  the  resist- 
ance encountered  at  the  time  when  Federal  Reserve 
banks  were  making  their  greatest  efforts  to  secure 
the  membership  of  State  banks  and  trust  companies. 
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Old  fashioned  State  bankers  then  used  to  sit  up  at 
nights  figuring  out  to  a  nicety  what  they  would 
lose  by  joining  the  Federal  Reserve  System.  De- 
tailed theoretical  calculations  were  submitted  and 
made  the  basis  of  their  arguments.  But  while  they 
were  thus  making  out  their  hypothetical  cases,  those 
amongst  them  who  were  capable  of  vision  and  of  a 
more  national  point  of  view  had  joined  the  system. 
When,  later  on,  groups  of  banks  were  invited  for 
a  discussion  of  the  ''pro's  and  con's''  involved  in 
membership,  Federal  Reserve  officials  were  mind- 
ful to  have  represented  some  State  bank  or  trust 
company  that  had  joined.  These  new  converts  in- 
variably reported  the  fact  that  membership  had  not 
only  given  them  greater  security,  but  that  it  had 
also  resulted  in  their  increasing  their  earnings 
through  their  new  affiliation  rather  than  suffering  a 
loss.  That  always  closed  the  discussion.  On  the 
one  hand  we  had  hypothesis;  on  the  other  we  had 
facts. 

I  am  strongly  inclined  to  believe  that  the  trade 
acceptance  discussion  has  reached  a  similar  status. 
The  hundreds  of  firms  basing  their  evidence  not  on 
theory  but  on  results  actually  achieved  and  bene- 
fits realized,  tell  their  own  convincing  stories. 

Acceptance  CounciVs  Attitude 

When,  as  Chairman  of  the  Council's  Executive 
Committee,  I  recently  addressed  its  first  Executive 
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Committee  meeting,  I  tried  to  sum  up  its  views  in 
the  following  statement : 

''We  are  preaching  the  gospel  of  the  trade 
acceptance  for  no  other  purpose  than  that  we 
believe  its  use  makes  for  sounder  business  and 
banking  conditions.  We  do  not  say  that  single 
name  paper  is  not  good,  or  illiquid ;  but  we  may 
fairly  say  that  the  trade  acceptance  is  better 
and  more  liquid.  We  do  not  say  that  the  trade 
acceptance  serves  all  purposes  and  that  all  cash 
sales  and  all  cash  discounts  ought  to  be 
avoided ;  but  we  do  say  that  where  business  is 
not  done  on  a  strictly  cash  basis,  the  trade  ac- 
ceptance will  be  found  the  safer,  sounder,  and, 
in  the  long  run,  more  economical  method  than 
the  open  accounts. 

"Indeed  we  believe  that  it  is  so  much  of  an 
improvement  over  the  open  account  that  in 
some  cases  sellers,  at  present  sacrificing  a  very 
heavy  cash  discount  for  the  purpose  of  avoid- 
ing the  dangers  and  inconveniences  of  open 
accounts,  might  find  it  to  their  advantage  to 
consider  the  economy  involved  in  the  use  of 
the  trade  acceptance  when  dealing  with  cus- 
tomers of  strong  credit. 

''We  do  not  want  to  appear  as  wishing  to 
force  upon  anybody  the  adoption  of  the  trade 
acceptance,  unless  he  considers  it  as  serving 
his  better  interest.  We  do  wish,  however, 
those  who  can  profit  from  the  method  to  study 
it  carefully  and  not  to  hesitate  to  adopt  it.  The 
American  Acceptance  Council's  interest  in  the 
matter  is  that  whatever  makes  for  better  morals 
in  business  and  for  better  credit  and  banking 
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conditions  is  a  decided  benefit  to  the  United 
States." 

Anomalous  Rate  Structure 

It  is  true  that  during  the  last  year  the  progress 
of  the  trade  acceptance  has  not  been  as  rapid  as  it 
might  have  been  under  ordinary  circumstances ;  for 
while  it  has  gained  new  converts  in  large  numbers, 
measured  in  volume  its  growth  has  been  greatly 
retarded  by  the  anomalous  war  structure  of  our 
discount  rates. 

In  normal  times  Federal  Reserve  banks  would 
be  expected  to  establish  rates  for  bankers  accept- 
ances substantially  lower  than  for  single  name 
paper,  and  about  half  way  between  these  two  there 
should  be  the  discount  level  for  trade  acceptances. 
That  was  the  original  scheme  of  the  Federal  Re- 
serve Board  when  formulating  its  principles  with 
regard  to  the  rate  schedules  for  the  various  classes 
of  paper.  Our  entrance  into  the  world  struggle 
intervened,  and  in  order  to  facilitate  the  govern- 
ment's war  financing,  justly  entitled  to  our  very  first 
consideration,  rates  had  to  be  established  favoring 
the  so-called  war  paper;  that  is,  bills  secured  by 
government  certificates  or  bonds.  This  led  to  an 
incongruous  rate  structure  resulting  in  the  present 
abnormal  condition  when  about  80%  of  all  the  bills 
held  by  the  Federal  Reserve  banks — that  is  about 
$1,800,000,000.,  out  of  $2,150,000,000.— consists  of 
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war  paper.  The  total  loans  and  discounts  of  mem- 
ber banks  amount  to  roughly  $13,500,000,000.  It  is 
clear,  therefore,  that  when  engaging  in  rediscount 
operations  with  the  Federal  Reserve  banks  in  order 
to  provide  for  their  commercial  requirements,  mem- 
ber banks  primarily  used  their  war  paper,  inasmuch 
as  it  conunands  the  lowest  of  all  rates.  This  ren- 
dered illusory  one  of  the  main  advantages  originally 
intended  to  be  derived  from  the  ownership  of  trade 
acceptances  and  bankers  acceptances — that  is,  a 
preferential  discount  rate. 

Indeed,  the  differential  between  Federal  Reserve 
bank  rates  for  commercial  paper  and  bankers  ac- 
ceptances having  shrunk  to  approximately  one-half 
of  one  per  cent.,  it  no  longer  leaves  between  them 
an  adequate  space  for  a  third  and  an  effective  in- 
termediate rate  for  trade  acceptances. 

The  Normal  Level  for  Discount  Rates 

It  has  now  become  the  country's  very  serious 
duty  to  liquidate  as  rapidly  as  possible  the  war 
paper  and  holdings  of  government  bonds  in  the 
hands  of  banks  and  trust  companies.  This  item, 
representing  undigested  government  bonds  amount- 
ing, it  is  estimated,  to  more  than  four  billion  dol- 
lars, constitutes  one  of  the  fundamental  causes  of 
banking  inflation.  In  order  to  promote  their  ab- 
sorption by  the  savings  of  the  people  and  in  order 
to  encourage  thrift  by  compelling  borrowers,  if 
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necessary,  to  reduce  their  loans,  Federal  Reserve 
bank  rates  for  paper  secured  by  government  bonds 
in  due  course  will  have  to  be  increased.  They 
would  have  to  approach  more  closely  the  then  gov- 
erning rates  for  commercial  bills,  while  rates  for 
bankers  acceptances  should  be  held  at  a  rate  suf- 
ficiently lower  to  provide  for  an  ample  margin  in 
their  favor  against  single  name  paper.  And  be- 
tween these  two  rates  the  trade  acceptance  should 
find  its  proper  level. 

As  this  process  of  absorption  takes  place,  and 
as  the  government  reduces  the  volume  of  outstand- 
ing Certificates  of  Indebtedness,  acceptances  may 
be  expected  to  regain  their  proper  position  as  the 
most  available  and  safest  pass  key  to  the  facilities 
of  the  Federal  Reserve  banks.  Ultimately  accept- 
ances are  bound  to  becom,e  the  main  investment  and 
rediscount  field  for  Federal  Reserve  banks  and  this 
demand  alone  will  create  a  large  market  for  them  at 
favorable  rates. 

It  may  take  a  year  or  two  before  this  course 
makes  appreciable  headway,  but  it  is  to  be  hoped 
that  at  an  early  date  we  may  see  the  beginning  of  a 
definite  policy  pointing  in  that  direction. 

British  Discount  and  Gold  Policies 

In  determining  the  future  level  of  our  bankers 
acceptance  rates,  the  British  discount  rate  will  play 
an  important  role.   Sooner  or  later  our  rate  and  the 
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British  must  be  brought  into  a  proper  relation.  It 
is  impossible  to  predict  exactly  in  what  manner  this 
will  be  accomplished.  Our  British  friends  at  the 
end  of  the  war  have  now  established  a  gold  em- 
bargo, while  it  may  be  expected  that  our  gold  em- 
bargo will  be  raised  upon  the  signing  of  peace,  if  not 
at  an  earlier  date. 

England's  future  foreign  exchange  and  discount 
policy  is  still  undecided.  At  present  there  exist  two 
divergent  schools  of  thought:  One,  led  by  Lord 
Cunliffe,  believing  that  foreign  exchanges  must  be 
brought  back  to  their  pre-war  levels  by  the  estab- 
lishment of  a  high  British  discount  rate.  That 
school  holds  to  the  old  doctrine  that  high  rates  of 
interest  will  draw  gold  freely  into  a  country  enjoy- 
ing a  strong  banking  credit.  If  such  a  course  were 
adopted,  it  might  safely  be  followed  by  the  lifting 
of  the  British  gold  embargo.  The  proponents  of 
this  policy  are  opposed,  however,  by  another  group 
of  British  political  and  financial  leaders  urging  the 
maintenance  of  the  gold  embargo,  preserving  pres- 
ent artificially  low  interest  rates  under  its  protection, 
and  allowing  sterling  exchange  to  remain  at  a  dis- 
count in  several  foreign  countries,  particularly  in 
the  United  States.  It  is  difficult  to  see  how  such  a 
policy,  in  the  long  run,  may  be  expected  to  bring 
about  a  healthy  cure.  Whether  or  not  it  may  be  ad- 
visable for  England  to  continue  it  as  a  temporary 
device  is  a  matter  that  only  British  leaders  can 
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judge.  My  own  belief  is  that  sooner  or  later  Eng- 
land, whose  banking  prestige  and  power  have  rested 
so  largely  upon  the  tradition  of  a  free  gold  market, 
will  adopt  a  course  leading  towards  the  lifting  of 
the  gold  embargo,  that  is  a  policy  of  higher  and 
effective  discount  rates.  To  nae  it  remains  a  riddle 
how  note  issuing  banks,  on  both  sides  of  the  water, 
could  hope  to  effect  "deflation''  unless  they  take 
steps  not  only  to  arrest  a  further  increase  in  their 
investments,  but  indeed  to  decrease  them.  And 
this  they  can  achieve  only  by  placing  their  active 
official  rates  above  those  of  the  open  market. 

Continued  Inflation  or  Readjustment? 

It  is  an  evil  condition  that  prolongs  the  necessity 
for  governments  to  issue  billions  of  bonds  or  cur- 
rency for  the  purpose  of  paying  millions  of  people 
who  idle.  It  intensifies  the  inflation  of  prices  be- 
cause it  continues  to  swell  the  outstanding  amount 
of  money  and  credit,  while,  at  the  same  time,  idle- 
ness interferes  with  a  proportionate  increase  of 
goods.  But  this  state  of  things,  bad  enough  in  itself, 
is  aggravated  most  viciously  if,  in  order  to  place 
government  bonds  (issued  for  unproductive  pur- 
poses) upon  a  low  interest  basis,  the  general  level 
of  rates  of  interest  is  artificially  lowered  and  bonds, 
instead  of  being  absorbed  by  savings,  are  carried 
by  manufacturing  new  credit,  be  it  through  added 
bank  loans  or  circulation.    '^During  war  the  laws 
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are  silent,"  is  an  old  Roman  saying,  which  applies 
with  equal  force  to  economic  laws.  But  the  war, 
happily,  is  ended  and  we  must  now  boldly  face  the 
question  of  whether  we  wish  unconditionally  to  sur- 
render to  inflation  and  accept  it  as  a  finality — that 
is,  sacrifice  all  services  rendered  in  the  past  to  the 
services  of  the  future — or  whether  we  are  de- 
termined to  work  towards  a  readjustment  in  the 
direction,  at  least,  of  the  pre-war  level,  though  no- 
body expects  us  even  approximately  to  reapproach 
it. 

It  is  a  pathetic  fact  that  peoples,  like  children, 
apparently  can  learn  only  from  their  own  experi- 
ences, but  not  from  the  experience  of  others. 

We  know  that  war  prosperity  usually  ends  in  a 
crash ;  shall  we  be  able  to  avoid  it  ? 

Arrest  Credit  Expansion 

If  such  be  our  wish  we  must  beware  of  booms 
based  on  a  fake  prosperity  which  has  its  roots  in 
inflated  credits  and  prices.  It  is  an  ungrateful  and 
at  present  an  almost  superhuman  task  to  stop  the 
easy  flow  from  our  credit  reservoirs  that  creates 
the  enlarged  foundation  for  our  growing  credit 
pyramid. 

While  the  Federal  Reserve  System  proved  our 
salvation  during  the  war  and  while  our  imposing 
reserve  power  may  be  destined  to  play  a  most  im- 
portant role  in  meeting  some  of  the  grave  problems 
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that  still  lie  ahead  of  us,  I  believe  the  moment  is 
near  at  hand  when  we  must  not  permit  this  reserve 
to  be  further  encroached  upon  for  the  sake  of  in- 
creased credit  expansion  at  a  time  when  the  healing 
process  must  be  sought  in  contraction.  To  apply 
that  remedy  may  be  a  harder  task  than  to  follow 
the  lures  of  fictitious  prosperity  born  of  easy  money, 
but  in  the  long  run  I  believe  it  will  be  a  more  pru- 
dent and  more  charitable  strategy.  Such  a  course 
would  not  imply  that  we  should  be  slackers  in 
shouldering  our  full  share  in  attacking  and  solving 
the  world's  burning  economic  problems.  It  means 
only  that  we  must  manfully  and  plan  fully  husband 
our  resources  instead  of  squandering  them  by  per- 
sonal extravagances  and  headlong  speculations — 
and  that  we  must  concentrate  our  efforts  on  doing 
the  big  constructive  things  with  wealth  bottomed 
upon  solid  production  and  saving,  instead  of  resting 
it  on  the  quick  sands  of  further  inflation  of  credit 
and  prices. 

We  cannot  formulate  any  definite  opinion  as  to 
what  will  be  the  future  level  of  our  own  acceptance 
rates  until  we  have  a  clearer  picture  with  regard  to 
the  scope  of  our  future  government  requirements, 
the  amount  and  the  terms  of  sale  of  United  States 
Certificates  of  Indebtedness  to  be  kept  outstanding 
in  the  future,  and  until  we  know  what  England's 
discount  policy  will  be. 

It  is  probable  that  in  due  course  our  discount 
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rates  for  bankers  acceptances  will  be  on  a  par  with 
(if  not  lower  than)  the  English  acceptance  rate. 
Whether  our  rate  will  drop  down  to  theirs,  or  theirs 
move  up  to  ours,  or  whether  possibly  we  shall  meet 
half  way  cannot  be  prophesied  until  governments 
and  note  issuing  banks  have  reached  definite  conclu- 
sions with  respect  to  their  future  financial  policies. 
It  appears,  however,  to  be  a  reasonable  expectation 
that  (even  though  we  should  lift  our  gold  embargo 
and  England  and  should  not),  we  may  hope  to  be 
in  a  position  to  maintain  an  acceptance  rate  which 
will  enable  us  to  meet  the  British  rate  in  world 
markets,  and  on  a  level  substantially  lower  than  our 
commercial  paper  rate,  whatever  it  may  be  at  that 
time. 

Bankers  Acceptances  and  Foreign  Trade 

As  a  consequence  of  the  war,  the  indebtedness 
of  other  countries  to  us  has  become  such  that  if 
these  foreign  nations  are  to  be  kept  in  a  position  to 
buy  our  goods,  we  shall  have  to  grant  them  credits 
or  purchase  their  obligations,  or  other  assets.  We 
are  not  yet  fully  equipped  for  the  placing  of  foreign 
securities  on  a  large  scale,  moreover  the  credit  of 
foreign  governments  in  many  cases  is  least  well 
established  in  countries  where  the  demand  for  our 
goods  and  credits  is  most  urgent.  But  where  govern- 
ment credit  may  be  found  inadequate,  private  credit 
may  be  of  sufficient  strength.  People  must  eat  and 
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clothe  themselves  and  certain  industries  in  such 
countries  may,  therefore,  well  prove  strong  enough 
to  warrant  the  granting  of  short  credits  involving 
the  movement  of  our  products  to  them  or  theirs  to 
our  shores. 

American  bankers  acceptances  may  play  a  most 
vital  role  in  meeting  this  emergency  and  promote 
thereby  the  all  important  work  of  reconstruction, 
which  has  been  so  much  in  the  people's  minds  but 
has  been  so  slow  and  elusive  in  taking  tangible  form. 
Our  banking  system  has  attained  phenomenal 
strength  within  an  unprecedentedly  short  lapse  of 
time.  There  is  a  vast  opportunity  for  American 
banking  enterprise  to  go  out  all  over  the  world  and 
to  enter  into  new  relations,  promoting  not  only  our 
trade  and  industry,  but  at  the  same  time  rendering 
vital  services  to  the  countries  at  present  sadly  in 
need  of  our  help. 

We  may  justly  be  proud  of  the  spirit  of  enter- 
prise shown  by  our  banks  in  these  new  problems. 
The  number  of  American  branches  and  agencies 
opened  in  foreign  lands  exceeds  seventy  at  this 
time,  and  is  growing  every  month.  They  are  now 
established  in  South  and  Central  America,  Asia  and 
in  Europe.  In  all  these  countries  the  dollar  ac- 
ceptance, and  "dollar  exchange"  for  which  four 
years  ago  we  modestly  and  prayerfully  entreated  a 
kind  consideration,  through  force  of  circumstance 
have  now  been  brought  to  a  leading  position.  There 
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are  outstanding  today,  drawn  in  almost  every  part 
of  the  globe,  approximately  $500,000,000  in  Ameri- 
can bankers  acceptances.  But  this  is  only  the  be- 
ginning. Some  months  ago  I  ventured  the  predic- 
tion that  in  the  not  too  distant  future  we  should  live 
to  see  American  bankers  acceptances  reach  the 
billion  dollar  mark,  and  I  have  no  hesitation  in  re- 
affirming that  opinion. 

What  service  the  bankers  acceptance  lawfully 
may  render  in  financing  importations  and  exporta- 
tions,  not  only  into  and  out  of  the  United  States, 
but  between  all  points  of  the  globe,  what  steps  our 
banks  may  take  further  to  promote  the  use  of  these 
new  American  banking  facilities,  and  the  technique 
of  drawing  and  making  these  acceptances,  has  been 
explained  in  a  most  instructive  address  delivered 
yesterday  by  one  of  the  ablest  experts  in  this  field, 
Mr.  Fred.  I.  Kent,  Vice-President  of  the  Bankers 
Trust  Company  of  New  York.  His  paper  elabo- 
rated at  length  the  opportunities,  duties  and  func- 
tions awaiting  in  this  field  for  not  only  our  bankers 
but  also  our  business  men. 

Growing  Demand  for  Acceptance  Facilities 

The  growth  of  the  Amierican  bankers  acceptance 
business  is  likely  to  continue  so  fast  that  fear  is  ex- 
pressed by  some  lest  our  available  acceptance  facili- 
ties may  soon  prove  inadequate.  It  has  been  urged, 
therefore,  that  the  limitations,  placed  by  the  Federal 
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Reserve  Act  upon  member  banks  of  the  Federal 
Reserve  System,  should  be  widened  so  as  to  enable 
these  members  to  accept  to  a  larger  extent  than  the 
100%  to  150%  of  their  capital  and  surplus,  up  to 
which  limit  they  may  accept  under  existing  law. 
My  own  view  is  that  we  should  be  very  careful  not 
to  overstrain  the  load  of  liabilities  of  our  large  de- 
posit banks.  Institutions  often  having  deposits 
amounting  to  more  than  ten  times  their  capital  and 
surplus,  and  having  invested  a  large  portion  of 
these  funds  in  commercial  loans  involving  credit 
risks,  should  consider  very  seriously  whether  it 
would  be  wise  for  them  to  add  to  their  existing 
commitments  acceptance  liabilities  in  excess  of  the 
present  restrictions  of  the  law,  unless,  indeed,  their 
general  deposit  liabilities  were  kept  within  very  con- 
servative limits.  It  would  appear  to  be  the  dictate 
of  banking  prudence  to  preserve  a  certain  safe  re- 
lation between  capital  and  surplus  on  the  one  hand 
and  all  liabilities,  including  those  for  acceptances, 
on  the  other. 

Acceptance  Corporations 

It  was  in  anticipation  of  these  larger  acceptance 
requirements  that  in  1916  an  amendment  was 
secured  by  the  Federal  Reserve  Board  authorizing 
national  banks  to  invest  in  the  stock  of  banks  or  cor- 
porations primarily  devoted  to  the  foreign  accept- 
ance business.  Banks  of  this  new  type,  under  the 
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Federal  Reserve  Board's  regulations,  are  prohibited 
from  taking  demand  deposits  in  the  United  States, 
and  are  required  to  keep  their  own  resources,  as 
represented  by  their  capital  and  surplus,  in  liquid 
form,  as  a  reserve,  as  it  were,  for  the  protection 
of  their  acceptance  liabilities.  In  that  case,  it  was 
held  that  it  would  be  a  conservative  and  logical 
policy  to  permit  these  institutions  to  have  outstand- 
ing acceptances  plus  deposit  liabilities  equal  to  a 
liberal  multiple  of  their  capital  and  surplus. 

If,  as  I  hope,  the  demand  for  American  accept- 
ance credits  should  continue  to  grow,  the  creation 
of  additional  acceptance  banks  or  corporations 
would  best  meet  the  situation.  Under  the  present 
rulings  of  the  Federal  Reserve  Board,  an  additional 
$50,000,000.  invested  in  acceptance  corporations 
would  easily  provide  further  acceptance  Credits  in 
excess  of  $300,000,000. 

Mr.  F.  Abbott  Goodhue,  Vice-President  of  the 
First  National  Bank  of  Boston,  one  of  the  most 
successful  pioneers  in  the  field  of  foreign  banking, 
contributed  a  paper  on  this  topic  of  "Acceptance 
Corporations." 

Domestic  Bankers  Acceptances 

It  is  not,  however,  in  foreign  acceptances  alone 
that  bankers  acceptances  will  occupy  a  prominent 
place.  The  domestic  bankers  acceptance,  though 
not  of  equal  portent,  is  also  destined  to  play  a  role 
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of  great  importance.  Domestic  bankers  acceptances 
may  be  made  for  two  purposes :  first,  to  finance 
domestic  shipments  of  goods,  and  second,  to  carry 
staples,  provided  that  in  the  latter  case  the  acceptor 
is  secured  by  warehouse  receipts  (or  similar  docu- 
ments) conveying  title  to  standardized  non-perish- 
able staples  having  a  wide  market.  The  effective  use 
of  the  domestic  bankers  acceptance  is  largely  predi- 
cated upon  the  proper  development  of  modern  and 
safe  warehousing  facilities.  A  paper  prepared  by 
Mr.  Rudolph  S.  Hecht,  President  of  the  Hibernia 
Bank  &  Trust  Company  of  New  Orleans,  dealt 
fully  with  that  phase  of  the  question. 

Domestic  acceptances  are  most  important  as 
equalizers  of  money  rates  all  over  the  country.  It 
will  be  easy  for  you  to  grasp  the  great  economic 
service  they  can  render  in  this  respect  if,  as  an 
illustration,  you  bear  in  mind  how,  during  the  cot- 
ton crop  season,  acceptances  made  by  strong  South- 
ern firms,  and  secured  by  properly  safeguarded 
warehouse  receipts  issued  by  warehouses  independ- 
ent of  the  borrower,  would  readily  find  their  way 
into  other  districts  either  through  the  intermediary 
of  the  Federal  Reserve  banks  or  through  banks, 
dealers,  or  discount  companies.  They  would  thus 
relieve  financial  pressure  in  sections  where  season- 
al demands  might  otherwise  be  heavy.  Moreover, 
if  acceptance  facilities  in  such  sections  should  be- 
come exhausted,  banks  in  other  districts  could 
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readily  accept  against  these  warehouse  receipts, 
provided  the  latter  are  issued  by  warehouses 
responsible  beyond  doubt,  and  surrounded  by 
proper  safeguards. 

Open  Market  for  Acceptances 

Great  headway  has  been  made  during  the  last 
year  in  developing  a  freer  market  for  acceptances ; 
the  banks  have  reached  a  much  better  understand- 
ing of  the  proper  principles  to  be  observed  in  this 
respect.  The  pernicious  habit,  originally  practised, 
whereby  the  accepting  bank  held  its  own  accept- 
ances, has  generally  been  abandoned,  and  today  ac- 
ceptances are  being  placed  in  a  larger  measure 
through  dealers,  other  banks  or  discount  corpora- 
tions. Mr.  John  E.  Rovensky,  Vice  President  of 
the  National  Bank  of  Commerce,  New  York,  gave 
our  yesterday's  meeting  the  benefit  of  his  wide  ex- 
perience by  reading  a  paper  on  ''The  Acceptance  as 
the  Foundation  of  the  American  Discount  Market." 
He  emphasized  particularly  the  importance  of  the 
acceptance  as  an  investment,  both  for  commercial 
banks  and  savings  banks,  and  explained  how,  after 
the  redemptions  of  the  billions  of  United  States 
Certificates  of  Indebtedness,  the  banks  in  due  time 
would  be  driven  into  the  purchase  of  large  sums  of 
bankers  and  trade  acceptances  for  the  purpose  of 
using  them  as  the  most  reliable  secondary  reserve. 
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This  short  sketch  can  give  you  only  a  very 
meagre  outline  of  what  has  been  achieved  in  Ameri- 
can acceptance  banking  during  these  last  four 
years ;  it  is  meant  to  stimulate  your  interest  rather 
than  to  satisfy  it  with  respect  to  the  vast  possibili- 
ties the  future  has  in  store  both  for  the  banker  and 
the  business  man. 

Dangers  to  Be  Avoided 

To  point  to  the  things  to  be  done  is,  however, 
only  one  side  of  the  Acceptance  Council's  functions : 
of  equal  importance  is  its  duty  to  emphasize  the 
things  not  to  be  done. 

In  this  connection,  I  am  reminded  of  a  story  I 
once  heard  concerning  a  man  belonging  to  a  species 
now  soon  to  be  extinct  and  to  be  found  by  our 
children  in  Webster's  dictionary  only,  the  "bar- 
tender," A  man  of  this  profession,  in  prehistoric 
times,  was  abandoning  his  position  and  was  turning 
over  the  cash-register  to  his  successor.  'Tlease 
show  me  how  it  works"  said  the  newcomer.  'T 
will  show  you  how  it  works,"  said  the  other,  "but 
I  won't  show  you  how  to  work  it." 

The  inference  is  clear.  Those  of  us  who  have 
helped  in  paving  the  way  for  the  Federal  Reserve 
Act  and  have  tried  to  formulate  amendments  for 
the  purpose  of  enlarging  the  Act  from  time  to  time 
— so  as  to  keep  it  wide  enough  to  meet  the  coun- 
try's   continuously   growing   requirements — know 
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how  impossible  it  is  to  write  banking  laws  tight 
enough  to  prevent  abuses  without  at  the  same  time 
crippling  highly  useful  powers,  absolutely  essential, 
indeed,  if  we  are  to  compete  in  world  markets  with 
nations  entirely  free  from  legislative  fetters.  In 
these  countries — I  am  thinking  of  England  par- 
ticularly— it  is  sound  banking  sense  and  conserv- 
ative business  prudence  that  constitute  the  unwrit- 
ten, but  none  the  less  very  effective,  law,  and  it 
should  be  our  endeavor  to  follow  their  example. 
We  must  have  laws  leaving  some  latitude;  but 
within  this  latitude  we  must  establish  our  own 
sound  business  usages  that  effectively  prevent  un- 
wise abuses.  Yesterday's  addresses  dwelt  fully  on 
this  phase  of  our  problem.  Mr.  David  C.  Wills, 
Federal  Reserve  Agent  of  Cleveland,  read  a  most 
interesting  paper  on  dangerous  practices  in  using 
trade  acceptances. 

Remedying  Abuses 

With  respect  to  bankers  acceptances,  permit  me 
to  give  you  just  a  few  illustrations :  it  is  clear  that 
the  Federal  Reserve  Act  when  authorizing  domestic 
acceptances  contemplated  two  kinds  of  credits; 
one — acceptances  secured  by  readily  marketable 
staples — but  not  to  be  secured  by  any  other  kind  of 
goods — and  two,  credits  to  finance  the  transporta- 
tion of  any  kind  of  goods.  In  both  cases  the  law 
prescribes  that  documents — warehouse  receipts  or 
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bills  of  lading,  respectively — are  to  be  attached 
when  the  acceptance  is  made.  Power,  however,  is 
given  to  accepting  banks  to  release  documients  in 
order  to  facilitate  the  handling  of  the  goods.  But 
you  can  readily  see  that  abuse  is  possible  by  pre- 
senting documents  at  the  time  the  acceptance  is 
made  and  using  these  documents  over  again,  after 
release,  to  secure  another  credit.  You  can  easily 
imagine,  moreover,  how  under  the  guise  of  financ- 
ing a  domestic  transportation  lasting  only  a  week 
or  two,  a  90-day  credit  might  be  secured,  which 
thus  might  serve  to  carry  articles  other  than  readily 
marketable  staples.  It  is  evident,  furthermore,  how 
easily,  by  this  method,  these  acceptances  may  be 
turned  into  unsecured  transactions ;  and  unsecured 
credits  amounting  in  the  aggregate  to  20%  of  the 
capital  and  surplus  of  a  bank  may  thus  be  granted 
to  one  single  party  instead  of  10%  as  provided  as 
the  limit  for  similar  loans  under  the  National  Bank 
Act.  Should  the  law  be  amended  so  as  to  prevent 
such  abuses,  or  should  the  Federal  Reserve  banks 
and  the  accepting  banks  get  together  and  adopt 
measures  to  stop  bad  practices  of  their  own  accord  ? 
I  do  not  think  there  can  be  any  doubt  as  to  which 
would  be  the  better  course. 

Principles  to  Be  Observed 

Irrespective  of  what  our  laws  permit  or  prevent, 
and  without  attempting  to  formulate  too  technical 
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or  too  scientific  a  rule,  or  presuming  to  give  any 
but  my  own  personal  views  in  the  matter,  we  may, 
I  believe,  enunciate  these  principles  as  generally 
recognized  sound  banking  ethics : 

These  principles  should  not  be  understood,  how- 
ever, as  applying  to  trade  acceptances,  or  single 
name  notes,  which  are  instruments  of  entirely  dif- 
ferent character. 

A  trade  acceptance  is  the  obligation  of  a  pur- 
chaser to  pay  to  the  seller  the  price  of  goods  bought ; 
it  represents,  as  it  were,  a  loan  of  goods. 

The  loan  on  single  name  paper  might  be  held 
generally  to  represent  a  loan  of  cash;  while  the 
bankers  acceptance  is  to  be  considered  as  a  loan  of 
credit.  The  bank  granting  an  acceptance  credit  is 
not  expected  to  advance  cash;  the  customer  is  en- 
abled to  secure  cash  on  the  strength  of  the  bank's 
credit,  by  the  sale  of  the  acceptance  in  the  domestic 
miarket,  or  abroad  as  ''exchange,"  and  he  is  under 
contract  to  put  the  accepting  bank  in  funds  in  ample 
time  before  the  acceptance  matures.  No  cash  out- 
lay on  the  part  of  the  acceptor  is  thus  involved. 

As  compensation,  the  acceptor  receives  a  com- 
mission commensurate  with  the  length  of  the  credit 
and  the  risk  involved. 

Bankers  acceptances  ought  never  to  be  used  in 
order  to  finance  permanent  investments,  or  for  the 
purpose  of  furnishing  working  capital,  or  for  pro- 


25 


viding  funds  for  speculation  in  securities,  staples, 
or  other  articles. 

Bankers  acceptances  are  primarily  designed  to 
finance  goods  in  course  of  transportation  and  in 
their  various  stages  from  origin  to  final  distribution. 

Staples  in  warehouses  may  properly  be  con- 
sidered as  constituting  a  temporary  stage  between 
production  and  distribution  (but  it  is  a  dictate  of 
banking  prudence  that  such  staples,  to  be  the  basis 
of  domestic  acceptances,  either  be  under  a  contract 
of  or  awaiting  reasonably  immediate  sale  or  de- 
livery into  the  process  of  manufacture,  and  that 
they  never  be  carried  as  a  pure  speculation). 

Goods  in  course  of  production  in  foreign  coun- 
tries under  a  definite  contract  for  subsequent  trans- 
portation, may  be  considered  as  offering  a  legiti- 
mate basis  for  bankers  acceptances,  even  though  the 
products  may  not  yet  be  ready  for  shipment  when 
the  bill  is  drawn. 

But  care  should  be  taken  in  all  these  cases  that 
the  proceeds  of  the  goods  will  liquidate  the  credit 
if  the  sale  of  the  goods  takes  place  before  maturity 
of  the  acceptance. 

A  reasonable  number  of  renewals  of  acceptances 
are  legitimate  if,  for  good  and  valid  reasons,  dis- 
posal of  the  goods  cannot  be  completed  within  the 
period  of  the  first  credit. 

Where  documents  are  released,  the  title  to  the 
goods,  wherever  possible,  should  be  preserved;  in 
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any  case  a  moral  hold,  if  no  other,  ought  to  be  main- 
tained to  this  extent  at  least  that,  before  the  acceptor 
is  paid,  title  to  the  goods  should  not  pass  into  the 
hands  of  other  creditors  and  if  the  goods  are  sold 
the  proceeds  should  be  applied  to  paying  off  the 
acceptor. 

Bankers  acceptances  drawn  in  certain  foreign 
countries  for  the  purpose  of  furnishing  dollar  ex- 
change are  justified  where  they  are  to  be  considered 
as  anticipations  of  drafts  expected  to  be  drawn 
within  a  reasonable  time  for  the  purpose  of  the 
transportation  of  goods  in  course  of  production  (e. 
g. :  crops).  The  law  provides  that  they  may  be 
drawn  for  the  purpose  of  ''furnishing  exchange" 
in  countries  where  the  customary  means  of  remit- 
tance is  the  90-day  bankers  acceptance. 

Bankers  acceptances  ought  to  show  by  some  refer- 
ence on  the  face  of  the  bill  the  nature  of  the  trans- 
action financed,  as  in  England,  where  the  bill  gen- 
erally refers  to  invoices,  letters  of  credit,  or  bills 
of  lading,  as  the  case  may  be. 

Acceptance  risks  ought  to  be  properly  distrib- 
uted; it  is  bad  banking  to  grant  too  large  an  ac- 
ceptance credit  to  any  single  party,  no  matter  how 
good  its  standing. 

It  is  bad  banking  to  grant  unduly  large  accept- 
ance credits  on  any  single  kind  of  collateral. 

Bankers  acceptance  credits  ought  to  be  taken 
only  from  banks  and  bankers  of  undoubted  standing 
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and  of  national  reputation  (and  in  the  case  of  for- 
eign drafts,  of  international  reputation). 

Acceptances  ought  to  be  made  and  sold  for  the 
benefit  of  the  drawer,  not  for  the  accommodation 
of  the  acceptor. 

The  acceptance  business,  in  many  respects,  is 
similar  to  insurance  business.  There  must  be  a 
proper  appreciation  and  a  wise  distribution  of  the 
risks  involved.  There  must  be  a  premium  corre- 
sponding to  the  risk,  and  a  recognition  on  the  part  of 
the  insured  that  he  is  taking  a  serious  chance  in 
dealing  with  companies  that  are  weak,  or  disregard 
sound  business  rules. 

Voluntary  Adoption  of  Sound  Practices 

These  are  illustrations  of  principles  that  I  be- 
lieve the  business  and  banking  communities  ought 
clearly  to  recognize,  and  firmly  establish  and  en- 
force. There  is  no  doubt  about  their  ability  to  do 
so  if  the  Federal  Reserve  banks,  under  the  guidance 
of  the  Federal  Reserve  Board,  co-operate.  The 
power  vested  in  the  Federal  Reserve  Board  to  de- 
clare acceptances  as  eligible  or  ineligible  for  pur- 
chases or  rediscounts  by  the  Federal  Reserve  banks 
gives  them  a  practically  unlimited  control  over  the 
practices  to  be  encouraged  or  permitted  in  the  de- 
velopment of  the  usages  of  granting,  drawing  and 
selling  bankers  acceptances. 

The  field  is  new,  however,  and  still  unexplored  in 
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many  corners.  Unanimity  as  to  the  soundest  prin- 
ciples and  habits  does  not  yet  exist.  Our  problems 
will  require  certain  adaptations  of  European  prac- 
tices to  our  own  needs,  and  the  best  methods  will 
have  to  be  developed  by  careful  study  and  common 
council. 

The  American  Acceptance  Council  hopes  to  be 
able  to  do  its  full  share  in  this  work.  It  has  estab- 
lished a  relationship  of  close  co-operation  with  a 
committee  appointed  by  the  Federal  Reserve  Board 
tilling  the  same  ground.  Together  we  hope  to  bring 
about  a  clearer  understanding  of  the  necessities  of 
the  case,  to  ascertain  the  best  banking  opinion,  and 
then  to  make  recommendations  with  respect  to  prin- 
ciples to  be  observed,  usages  to  be  adopted,  rulings 
to  be  made,  and,  if  required,  legislation  to  be 
enacted. 

The  sounder  and  the  more  effectual  the  unwritten 
law  of  good  practices  adopted  and  enforced  by  com- 
mon consent,  the  less  the  necessity  for  the  Federal 
Reserve  Board  or  Congress  to  regulate  business  by 
rigid  laws  and  rules. 

Individual  and  National  Thrift 

In  closing,  I  should  like  to  suggest  to  you  a 
thought  closely  related  to  this  question  of  wise  or 
unwise  use  of  credit  and  very  miuch  in  my  mind. 

It  has  occurred  to  you,  no  doubt,  how  intimately 
connected  at  this  time  is  the  question  of  government 
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financing  and  thrift  with  the  problem  of  interest 
rates,  safe  banking  and  credit.  Every  substantial 
citizen  of  the  Union  has  become  the  owner  of  gov- 
ernment bonds,  and  contributes,  som^ehow  or  other, 
to  the  gigantic  funds  flowing  into  the  government 
in  the  form  of  direct  or  indirect  taxation.  No  one 
can  escape  the  most  inexorable  form  of  taxation  to 
which  today  almost  every  country  is  subjected  in 
the  form  of  inflated  prices. 

We  all  realize  the  determining  influence  that  in- 
dividual thrift  will  exercise  in  readjusting  present 
abnormal  conditions  ;  individual  economy  must  make 
up  for  the  vast,  and  in  war  times  unavoidable,  waste 
of  the  government.  But  it  is  gradually  becoming 
clearer  and  clearer  to  the  country  that  now,  at  the 
end  of  the  war,  individual  thrift  must  be  accom- 
panied by  economy  on  the  part  of  the  government, 
and  this  leads  to  a  growing  recognition  on  the  part 
of  many  that  the  financial  methods  of  our  govern- 
ment must  undergo  a  thorough  reform  and  reor- 
ganization. 

A  body  of  expert  credit  men  such  as  this  under- 
stands more  clearly  than  any  other  group  of  men 
what  the  lack  of  system  in  budgeting,  accounting 
and  auditing  has  meant  in  the  past,  and  what  bene- 
fits proper  and  advanced  methods  may  secure  for 
us  in  the  future. 

How  much  credit  would  you  grant  to  a  depart- 
ment store  that  left  it  to  each  chief  of  a  section,  or 


30 


even  a  sub-section,  to  enter  into  commitments  obli- 
gating the  corporation  without  any  knowledge  of 
what  expenditures  are  being  undertaken  in  other 
parts  of  the  business,  and  without  any  single  officer 
in  the  whole  organization  being  conversant  with  the 
total  commitmSents  undertaken,  or  the  revenues 
available  to  meet  the  obligations  incurred  ? 

How  much  credit  would  you  grant  to  such  a 
department  store  if  you  knew  that  only  by  the  joint 
action  of  two  officers  could  payments  be  authorized, 
but  that  it  was  possible  for  one  of  them  to  close 
shop  and  go  home  without  first  having  provided  for 
the  proper  financing  of  the  business?  Or  if  you 
knew  that  one  department  could  be  prevented  from 
securing  most  essential  articles  unless  some  sales- 
man, entirely  disconnected  with  the  particular  trans- 
action, could  secure  favorable  consideration  for 
some  particular  transaction  in  which  his  own  cus- 
tomers or  friends  at  homie  were  interested? 

A  National  Budget  System 

That,  substantially,  is  the  condition  of  the  United 
States.  In  the  past  the  "department  store"  was  in 
condition  of  such  affluence  that  it  did  not  seriously 
matter  what  each  chief  of  a  section  committed  him- 
self to,  or  how  extravagant  he  was.  With  a  Fed- 
eral budget,  however,  that  now  has  reached  unpre- 
cedented figures,  and  with  the  tremendous  burden 
of  taxation  now  resting  upon  the  country,  I  believe 
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that  the  time  has  come  when  the  adoption  of  a  na- 
tional budget  system  is  felt  by  all  as  a  necessary 
reform  to  be  undertaken  without  delay.  We  should 
have  a  permanent  staff  or  board,  whose  business  it 
would  be  to  examine  and  co-ordinate  the  estimated 
income  and  expenditures  of  all  departmients  and 
bureaus,  to  pare  down,  without  fear  or  favor,  what- 
ever is  unessential  so  as  to  bring  the  expenditures 
within  the  scope  of  what  reasonably  we  may  expect 
to  be  able  to  raise,  and,  finally,  to  oppose  extrava- 
gances, no  matter  what  political  influence  they  might 
subserve.  We  need  a  non-partisan  group  of  judicial 
and  independent  men  constituting  an  element  of  con- 
tinuity and  expert  knowledge,  at  the  service  of  every 
new  administration  facing  the  intricate  problems  of 
taxation,  amortization  and  governmental  borrowing. 

I  believe  it  would  be  most  timely  for  this  con- 
vention of  credit  men  to  devote  its  attention  to  this 
question  of  a  national  budget  system.  The  keen  in- 
terest taken  in  it  by  many  prominent  leaders  in  Con- 
gress makes  us  hope  that  it  will  be  taken  up  in  the 
near  future.  Both  parties,  as  a  matter  of  fact,  stand 
committed  to  it.  The  danger,  however,  is  that  those 
influences  in  Congress,  that  have  profited  from  the 
vicious  practices  of  the  past,  will  bend  their  efforts 
to  emasculate  any  thorough  legislation  and  to  give 
us  a  budget  system  in  name  only,  but  not  in  sub- 
stance. It  is  most  important,  therefore,  that  a  group 
of  men  as  here  assembled,  reaching  all  parts  of  the 
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country,  should  fully  grasp  the  intricacies  of  the 
problem,  that  it  should  place  itself  behind  the  move- 
mient  and  see  to  it  that  those  representing  them  will 
hear,  in  no  uncertain  manner,  what  are  the  earnest 
wishes  of  the  people. 

Greater  economy  in  our  financial  administration 
is  necessary  in  order  to  bring  about  a  proper  read- 
justment of  prices  and  to  bring  back  to  a  more  nor- 
mal scope  taxation,  which  now  endangers  the  fur- 
ther development  of  the  country. 

Our  future  as  world  bankers  offers  opportunities 
which  baffle  the  imagination.  The  grasping  of  these 
opportunities  may  mean  relief  to  a  large  portion  of 
suffering  mankind,  but  these  opportunities  are  so 
large  that  even  our  phenomenal  banking  strength 
may  sooner  or  later  threaten  to  become  exhausted 
unless  scientific  economy  is  practised  from  top  to 
bottom.  Even  the  strongest  is  weak  if  he  does  not 
husband,  or  if  he  over-estimates,  his  strength ! 
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